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KEY ECONOMIC INDICATORS: FRANCE 


All Values in Billion U.S. $ 

Unless Otherwise Indicated : : 
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1974 1975 Cumulat. % Rate of 


1976 Change Growth 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices fel.y 61748 359.5 ‘ +1321 
GNP at Constant (1970) Prices 214.0 209.5 218.9 ; + 4,5 
Per Capita GNP, Current Prices ($1,000) 5.5 6,0 6.7 ‘ --- 
Plant & Equip. Investment, (Gross Capital 

Formation)exclud.housing.Curr,Prices 55.2 58.9 67.6 

Indices: 

Indust. Prod. at Year End(1970=100)(4/76) 114 117 122 

Avg. Labor Productivity(Prev. Yr.=100) 105. 98.0 na. 

Avg. Industrial Wage (Prev. Yr.=100)(4/76) 179. 117.3 115.2 

Labor Force (Millions), Yearly Averages at. 22.1 

Reg.'d Job Seekers at Yr.End (000s)(4/76) 660 921 


MONEY AND PRICES 


Money & Near Money Supply at Yr.End(3/76) 145. 
Year End Call Money Rate (Mo.Avg.) (4/76) 11. 
Indices: 

Retail Prices at YearEnd(1970=100) (4/76) 144, 
Wholesale Prices at Yr.End(1962=100)(4/76) 195. 


BALANCE OF PAYMENTS 
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Gold & Exch.Reserves Yr.End(5/76) 2/ 
Balance of Payments:Current & Long-Term 
Capital Accounts (3/76) 

Balance of Trade, FOB-CIF (4/76) 
Exports, FOB (4/76) 

Exports to U.S., FOB (4/76) 

Imports, CIF (4/76) 

Imports from U.S., CIF (4/76) 

U.S. Share (%) of French import Mkt (4/76) 
Book Value of U.S. Direct Inv., Year End 3 n.a. .a. 

MAEN IMPORTS FROM U.S. (1975-$Mi1.): Machinery & Mechanical Appliances (960); Electrical 

Machinery (334); Chemicals (370); Coking Coal (175); Aircraft (194); Optical, Medical and 
Precision Instruments (241); Soybean Meal, Soybeans (275). 
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Footnotes: *D = C over same period of preceding year, 

**E = Avg. growth rate for period indicated, measured on annual basis. 
1/ Embassy estimates for full year; 2/ French Government revalued reserve components as of 
December 31, 1975 at the rate of F 4.47 for $1, gold - F20,123 per kilo; the resulting 
accounting changes make percentage comparisons with previous periods meaningless; 3/ As of 
month indicated. 


In order to assure comparability, franc figures for GNP, Investment and the Money Supply 
for all years have been converted into dollars at 4.60F per dollar. Figures in the balance 
of payments section have been converted from francs into dollars at the rates prevailing 
during the periods in question. 





SUMMARY 


In the second quarter of 1976, the French economy completed its 
recovery from the 1974-75 recession and is now entering a period of 
growth. This growth. has been based almost entirely on the rise in 
consumption that began Tast fall, but in the coming months exports 
and inventory re-stocking will begin to help sustain economic growth. 
Investment, however, isn’t expected to rise until late 1976, at the 
earliest, and unemployment is expected to remain roughly at current 
levels, about 4.3 percent of the Tabor force, through the rest of the 
year. Overall the economy is generally expected to grow by about 
5 percent in real terms in 1976. 


Doubts persist as to the duration of the growth period now under- 
way, mainly because inflation revived as soon as the economy began 
its recovery last fall. Inflation clearly threatens to dampen real 
economic growth this year and next. Measures to control inflation 
probably will include a somewhat tighter monetary policy during the 
second half of this year. The reduction in overall government 
spending envisioned in the 1977 budget is currently in the 


formative stages, 


The rate of economic growth in France this year virtually assures 
a rise in U.S. exports to France above last year's depressed levels. 
U.S. sales to France this year probably will regain 1974 levels, for 
an increase of about $500 million over 1975. Given the lack of strong 
investment in the French economy, raw and semi-finished goods probably 
will account for most of the expected gain. French industrial policy 
recently has affected direct foreign investment as French firms with 
strong governmental support acquired substantial American interests in 
three key industries. Foreign direct investment in France has slowed 
down since the 1974-75 recession, partly for cyclical reasons but 
also because of comparative cost considerations. By contrast, French 
private direct investment in the U.S. has been rising sharply since 
1970 and may now be approaching $1.5 billion in book value. 
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Recovery Gains Momentum but Still Lacks Depth 


Since late last fall consumption has risen to a plateau roughly 
mid-way between the 2.7 percent annual rate of the 1974-75 recession 
and the 5 percent annual rate usually recorded before the recession. 
After levelling off in the second quarter of 1976, consumption now 
seems likely to resume a very: gradual rise reaching an annual rate of 
about 4 percent in real terms for the year. Consumption has proven to 
be the major element in the process of recovery. The long delayed in- 
ventory adjustment appears to have been completed during the second 
quarter of 1976 when orders for intermediate goods finally picked up. 
Thus by mid-1976 the French economy has completed its emergence 
from the 1974-75 recession as reflected in a rise in the industrial 
ae to 122 in April 1976, up from the low point of 108 in May 
1975. 


Overall the French economy probably will grow by between four 
and five percent in real terms in 1976, largeiy as the result of in- 
creased consumption, supplemented by revived export orders and a 
moderate overall rebuilding of inventory. Investment currently re- 
mains negative in real terms and seems likely to remain so for the 
rest of the year. Unemployment,while moderating, shows no clear sign 
of an appreciable reduction in the coming months. In short, broadly 
based growth, including new investment in real terms and significantly — 


lower unemployment, prebably will not begin until the final quarter of 
1976 at the earliest. 


A major reason why the inventory cycle took so long and wny 
the recovery lacks depth can be found in government wage and employ- 
ment policy. First of all, wages rose in 1975 (hourly wages up by 4.7 
percent in real terms)as if there were no recession and no post-war 
record level of unemployment. Secondly, at government urging, 
supported by fiscal incentives, firms kept many underemployed workers 
on the payroll, while others were enrolled in state financed training 
programs. For those who lost their jobs, benefits ranging from 50 
percent (over one year unemployment) to 100 percent were provided. 


While government wage and employment policy no doubt softened 
the impact of recession, the cost of keeping underemployed workers on 
the job delayed or even offset the recovery of business cash positions 
that would have resulted otherwise from massive inventory reductions. 
To deal with this problem, the government relied on fiscal measures 
benefiting corporate taxes. As a result, the more productive and 
profitable firms, typically large industrial corporations with modern 
plant and equipment, have substantially recovered their cash positions; 





but many large 7 ie certain'se 
all medium and sm2 ized enterpr 
positions. 


ctors--e.g., textiles---and almost 
ises remain in tight financial 


The Spectre of Infiaticr Re 


In 1974-75 the divference between the increase in money supply 
and the increase in the voiume of production in France was about 17 
percent. The economy és 2 wnol2 is very liquid. Paradoxically, 
during most of this time, for the reasons cited above, business finance 
was tight.. Also, the government ran a nominal 40 billion franc deficit 
in 1975, most of which actually was carried over into 1976, as a part 
of the economic support program initiated last September. (See the Trends 
Report dated December 11, 1975,- for details of this program.) Early 
this year, the government decided to continue most of the fiscal in- 
centives under the program rather than reversing them in the second 
quarter of 1976 as originally envisioned. As a result, a large budget 
deficit this year is almost certain. The government is trying to finance 
a part of this deficit outside the financial system... A 2.5 billion 
franc public issue of fifteen year-government bonds was recently issued. 
The response was so favorable that the authorities Dlan another sucn 
issue in the fall. Despite the ready placement of this oublic issue, 
government bonds have a fairly limited market in France, and the bulx 
of the government deficit will nave to be placed in the financial system 
with a corresponding increase in the money supply. Thus, the fiscal 


deficit currently accounts for a large pag of the unusually high rate of 


money supply growth (about 19 percent for 
April 1976). 


2 year over year as of 


Combined with a wage policy no less liberal than last year, current 
monetary aggregates strongly suggest a rise in the inflation rate in 
the coming months. This rate currently is hovering at the 10 percent 
level and seems certain to rise by at least one or two percentage points 
during the remainder of this year. If the current drought in France is 
prolonged, a serious reduction in crops could result. This would 
further strengthen already strong inflationary pressures, both by 
its direct supply and demand effects as well as by the additional 
strain on public finance caused by measures to maintain farm incomes. 


Economic Policy 


For the time being economic policy can be characterized as a 
de facto extension of the economic support program initiated last 
September. In short, the authorities wish to assure a durable re- 
covery, one that will lead to a pick up in investments and a reduction 
in unemployment. The authorities are keenly aware that inflation could 
undermine the recovery. For this reason current discussions of the 
1977 budget envision a cut=back, in real terms, for all categories 
of public outlays except for the post, telephone and telegraph program 
and defense expenditures. The authorities also plan to moderate the 
growth of the money supply during the second half of this year. 


* Mo- -Coins, currency, demand deposits and time deposits at banking and 
savings institutions. 





However, it remains to be seen how the authorities will deal 
with the problem of inflation in the context of. economic recovery. 
Current monetary aggregates imply the need for a very sharp reduction 
in the growth rate of the money supply in the coming months in order 
to lance inflationary pressures. The pace and depth of recovery remain 
problematical enough to cause concern that a sharp reversal of monetary 
policy could abort the desired level of economic growth. As matters 
stand, no one expects a significant decline in the rate of unemployment 
or a significant rise in new investment until toward year-end, at the 
earliest. Meanwhile, the authorities will strive for as balanced a 
situation as possible. 


Foreign Trade, the Franc, and the Domestic Economy 


So far the economic recovery has been based almost entirely on 
domestic demand, but there are signs that export demand is picking 
up, particularly as the West German economy gains momentum. If present 
trends continue, the balance of trade this year will be generally 
satisfactory. Currently the ratio of total exports’ to the imports is 
about 97 percent indicating a trade deficit of slightly above 1 billion 
dollars. The current rate of external borrowing, mainly by public sector 
and private corporations is more than sufficient to cover the projected 
trade deficit. 


Given the expected trade performance and the external borrowing 
capacity of French firms, the exchange rate of the franc will be de- 
termined this year more by relative rates of inflation, relative interest 
rates, and overall economic developments than by the trade account. In 
such circumstances, the franc can be expected to more or less maintain 
its position relative to most other major currencies, although some de- 
preciation vis a vis the strongest currencies seems very likely during 
the course of the year. 


All in all, the external sector of the French economy offers 
relatively positive prospects ..in terms of the level of domestic economic 
activity for the remainder of 1976. Exports are beginning to rise, and 
owing to a slow rebuilding of inventories, imports are rising at a 
relatively slow rate. The effects of a severe drought in France or ex- 
pectation of rising international commodity prices could change this, but 
the overall shifts in global trade balances, especially in the U.S., and 
the relatively strong West German economic recovery represent favorable 
factors for France's foreign trade in terms of helping to sustain the present 
rate of economic growth. 


The Foreign Investment Climate - Variable Winds 


Throughout the 1970's French officials have-endeavored to establish 
an image of hospitality to foreign investment. Transnational investments 





are seen as a fact of modern economic life. French companies are 
encouraged to invest abroad, and France's regional development agency 
makes great efforts to encourage foreign firms to set up operations in 
less favored regions of the country. Such investments receive im- 
portant subsidies, tax reductions and other state aids, depending on 
how many jobs they create. 


At the same time, official mechanisms to control all creations 
or extensions of foreign investments in France remain in place. Accord- 
ing to official doctrine, investments are especially welcome if they 
bring in new technology, and create new jobs. Ideally, new investments 
are preferred to takeovers, and the investment should aid, or at least 
not harm France's balance of payments. In practice, the approach has 
been pragmatic, but increasingly more selective. Under sectoral in- 
dustrial policies now being developed by the Government in certain key 
sectors (e.g. nuclear power, telecommunications, data processing, machine 
tools and aerospace), there is an obvious desire to shift decision-making 
power from foreign to French boards of directors. This "frenchification" policy 
has already been appiied in nuclear power, data processing and %2]ecommuni- 
cations through the recent acquisition by large French enterprises, with 
French Government support, of significant American interests in these fields. 


Industrial policy considerations nave also led the French authorities 
to use their licensing or technical review powers to disccurace ‘he in- 
troduction of new foreign technology, particularly in the data communica- 
tions field, which might effectively compete with French systems now 
being developed. 


Implications for U.S. Business 


The degree of economic recovery already achieved virtually assures 
that U.S. deliveries of industrial materials and products will rise in 
1976 substantially above last year's relatively low levels. French im- 
ports of all kinds from the U.S. during January-April 1976 were up only 
5.5% (in current prices) from the same -1975 period, but when allowance 
is made for the 10% drop in imports of farm products this represents a 
significant improvement on the industrial side at a time when the upswing 
was at its earliest stage. Since French fixed investment in plant and 
equipment is still sluggish, this initial import growth was probably con- 
centrated in the sectors of raw and semi-finished goods, plus finished 
consumer products. As recovery picks up steam in late 1976 and early 
1977 and French industry moves toward fuller capacity utilization, we 
can expect a healthy revival in sales of the machinery, instrumentation, 
and other sophisticated equipment needed for expansion. 


Taking into account the cyclical trend, the competition from French 
and third country suppliers, and the medium-term investment plans already 
made public by a number of French corporate and public entities, we fore- 
see that the following American product lines will enjoy the best sales 
performance over the next 12 months: 





Advanced business equipment of all kinds, including 
data processing equipment and peripherais, microfilm 
systems, electronic calculatifig and bookkeeping 
machinery, intercoms, and office security devices. 


Laboratory and process control instrumentation. 


Metalworking and finishing equipment, including both 
traditional and NC machine tools. 


Selected consumer lines, notably children's wear, “do- 
it-yourself" tools, and towels and sheeting. 


High technology energy systems and components. 


Educational and industrial training equipment, in- 
cluding visual aids. 


-- Environmental control equipment. 


Prospects for a continuance of retatively high inflation rates 
in France, coupled with growing political malaise in Western Europe, 
could give further impetus to the already strong flow of direct in- 
vestment capital from France to the U.S. American firms interested 
in infusions of French capital and technology, or in joint venture or 
licensing arrangements with French companies, could benefit sub- 
stantially from this trend. 


— by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
onal. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





